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axeasury Bepartment, 
Office of the Senvetaxy, 
Washington, BG, — aucust 25,1599 


§, Phelps, Lsqe, 

Joliet, Ullinois. 

p Sirs 

—s- Your letter of August 2lst is veceived. I have read your 
anications oereftilly end replied to them in detail, from a | 
desire to reach the differences between us , and expose | 
nto such close scrutiny that the facts would appear to both of 
in the same relations. I must acknowledge feeling the Sane 

@ of regret that you express et finding that the differences 
not diseppeered. | 

7 I note the endian table of equivalents which you have worked 
tor February 12,1873, end August 16,1899. 1 have not verified 
tor as I om aware that such a movement of prices has taken 


% T assume your. calculations are accurate. By this you show 


ben Ounce of gold would buy 1] bushels 96 pounds of wheat in 
9 ena 25 bushels 30 pounds in 1999, also that om ounce of gold 
*uivatent to 45 rupees in 1873 and 67 rupees in 1699. From 
You deduce thet the American farmer would need to coin his 
of gola into $31. in 1999 instend of $20.67 , in onder 
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Y paintbedn the sane rolative conditions which existed between his 
4 the Indian faxmer in 1867S. This conclusion I cannot reach. | 

9 Hy judgment you err in compexing the rupee now with the rupee 
1973. The essential thing in money is value. It is fom its value, 
yr its purchasing power, that it is souchte But while you assume 
. each rupee has the same value now that it hed in 1873, the 
is that $20.67 is ss full an equivalent for 6? rupees now as 
* for 45 xupees in 1873, 7 | | 
The Amerioan femmer can tale $20.6? inte the market and buy 

at the Indien farmer sells for 67 rupees: | 

Let us suppose that the value of tho dollar had been felling 
th thet of the xupee until en ounce of gold was equivalent ,as : 
WW would have it, to $31. In whet xespect would the fermer have — 
er benefited ? | SE 


‘As the money became less valuable we may suppose, other Cte 


tions being the same, thet all prices expressed in that currency 
Md have been higher, snd the price of everything he has been buy~ 
: singe 1873 would heve been correspondingly higher. If alt 

ues were effected alike, as we will now assume for the sake of 
Sargunent , his hired help, 8l1 items of family expenditure, 

: | nplement.s » ail iuprovenerité he might make on his fexm,would 

re pees sormespondingly moxe . If it were not so 16. would be 
Seuse ‘some one waking for him had failed to receive his just 
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of a general advance . While it fis true that an advance thus 
ysod would be an uneven one, and that the farmer himself would 
ail to receive it with any certainty except upon exportable pro- 
wots, the argument for o depreciating currency is made stronger 
ee dncunpt ion thet the advance is uniform. 

| You have named but two cliesses of expenditures in’ whick you 

1 ne depreciated currency would serve the farmer bettex than.” 
ourrency of gold value, vizs debts and taxes. It follows that 
the part of his crop which foes for other disbursements there 
no claim of loss by reason of the gold standard. Let fis now 
sider his taxes. These are levied to meet the cost of adminis 
hn, national » state, county, municipal and school district 

tal " The pull of the taxes are local, ane, with the farmer 

3 mainly for county, caneatity nit school district expenditures. 

i reason to nen for supposing that with ell other expenditures 
Wgher the cost of maintaining these orgauizations and iastitutions 
wld not have been higher? Do you calculate "that the fexmer 
NES RS and wool, the mechanic 
tt for his lebor, and the landlord more for the use of his house 
‘yet the school teacher heve* had no higher wages? Evidently 
Ms is on error . If the standard by which values have lial 
toe had bea, aif forent, all expenditures for account of the public 
Wy 1l es for slain account would have been differente 


. 
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| there remains ‘hen to consider only how much ,if anything, 
0 jmorican farmer would have saved upon his debts if the dollar | 
4 been keeping company with the rupee since 1873. In the first 
ge there ave practically no debts outstanding now which —s 
le.in ox prior to the year 1873.. It is unfair to represent 

piors now as paying obi igations comtracted under the conditions 
that time. The bulk of present indebtedness has been created 
jrecent years . The indebtedness outstanding in 1878 moy be age 
» to have been chiefly paid before the rupee reached its present 
value. =" ih 
Afemex's debts stand for purchases he has made. If the 

lar had been falling .and all purchases since 1873 hed been at , 

rm her range of prices, it is evident that the fzmer's debts — 

itt have boon correspondingly lezger to make the same purchases. 

. vould we only have had a freater sum in principal to re-pay, 

8 larger interest paynent to keep up. Furthexmore when the cure 
of @ country is depreciating , 2s the rupee of India has been, 
18 apparent advantage is thereby given to the debtor, the omed- 
03 Class is usually fully informed upon the situation « They do | 
80 on loaning money at the same rates or in as large offerings 
betore ¢ Some divert their money to ovhor countries and | | 
, change the form of their investments. Hot so much money is 


ee fox loan and lenders become enough more exacting to pro- 
; thenseives senza the mes which ‘you calculate borrowers 
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yd make off of them. As the mist is always an unknown quantity 
js often the case that so mich capital is aiverted ‘as to enable 
snders remaining un the field to not only protest themselves 

, make a profit on the risk they have accepted. ‘High interest 

9s slways prevail where ony uncertainty attaches to payment. 
oaxop in the rate of interest on fawm leans which has followed 
gold standard victory of 1896 is one of the fruits of a stable 

a of value. | | | 

Finally, if the Farmers of the United States had been selling 

: grain for depreciating silver dollars they would not have 
geived the full measure of inerease which the depreciation would 
re called for. The fluctuations which would have existed between ; 
istanaara by which sales were made anroad oni that by which 

was made at home would have made it necessary for the migdle= 
z to le had the same kind of insurance which tho lender ts 
ovibed ay taking in the foregoing paragraph. The margia for 
Pmiddleman both on smpoxbs and imports would have peon greater 
. ers and consumers bearing the cost. 

“Dut after considering these easons fom believing thet th 


F of the United States would be iu vio better position. if 31 
: equal to an ounce of gold, we neve 


. silver dollars ~TO18 only 
t yet reached tne net sox ious and praqtical sia aiciae to your 


2 
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ries. If our mints head been constantly open.te the free Colne | 
at silver, end our dollar had made the pradual descent in the 
: 50 of twenty-five years thet the rupee has made, we would ie 
wery different position from thet inte which we would be 

by opening the mints now to the free coinae of silver. 

, B gradual decline »business, although disturbed, is able in 
oases to adjust ttselt to the shang ing value. Prices ant 
4 have bime to follow,perhaps at no creat distance . Contracts 
bine to mature before ruinous changes become established. But 
moe @ country with the vast business: concerns of the United _ 
#8 40 mako without time, the change that India has accomplish= | 
i twenty-five years would disjoint , disorganize, and paralyze 

é merofel and industrial system. gaat 

Mon assume that the ontine fall in wheat in London since 1878 
in caused by the decline in silver, Ine previous lettex 
pointed out that wheat nad been considerably lower in Lot~ 
Prior +o 1678. According to the Corn Trade News, the average 
Ain 1079 was {2.76 wille in 1870 it was $140 3/44 The 

Me trom 1861 bo 1970 was $1.55. Since 1879 the cerry ing 

Miiy of whips has been greatly ineréased hd it is possible to 
@ wheat fxom all parts of the globe in London at muolt Less 
Sot freight then formerly. Reilwey carriage from the interlot 


. ue, mane Argentine and the Wnited States to the seaboarl 
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,also been greatly cheapened. 


It is clear that this would afteut the price of wheat somewhere , 


st thor in the primary markets or in London. If thexe had been a 


imi upon production the price would pxobably have advanced in the 
-jnexy markets and the saving hewve accrued to the producers But 
were vast areas of new ‘and cheap lends in these countwies 

1 imaigrants rushed over the new railways to ocoupy then. They 
greased the output of itheat and the economic saving nccomplishea 
y cheaper transportation fell to the consumer in the competitive 
wkets. Wheat has consequently fallen in London much enti than 

ithe countries where the exportable supply is produced. : 

“The records of the Chicage Board of Trade show that the “an 
mage gold value of wheat on that market in 1873 was $1.02.. For 
009 it was au 5/8 end for 1870 83 3/8.. The average cold value from 
861, to 1870 was 8? cents. The average for the two years 1897 | 
Pipe wes 85 1/8 sfrom 1891 to July 1,1899, it has been ?5 cents. 

nt ime the self pinger. and other machines have greatly cheapened 
. > cost of production. None of these considerations are made eny 
Sount of by you, although they er are peatinent to the sub- 

ob | , 
oh éonclusion permit me to notice your regrot that “our sympa 
Nos in this contention take so dif rerent a direction". Our Or 
sa in 60 fer as they influence us to action are directed by ow 


tandings, i am at @ loss to comprehend how one's sympathies can 
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a one counter to what he considers the best interests of the 

iy sympathized with. I do not think the money question is a. 
- potween zival invexests. I think that what is right is 

. for — , that there is harmony between the true interests 
a useful classes of society. The rightful gains of each are. 


Risae at the expense of others but by sexvice valuable to alle | 


Rospectful ly yours, 
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Treasury Department, 
Office of the Secretary, 
Washington, D.C., 


August 25,1899 


Mr. A. S. Phelps, Esq., 
Joliet, Illinois. 


Dear Sir: 

Your letter of August 21st is received. I have read your communications carefully and 
replied to them in detail, from a sincere desire to reach the differences between us, and expose 
them to such close scrutiny that the facts would appear to both of us in the same relations. I must 
acknowledge feeling the same sense of regret that you express at finding that the differences 
have not disappeared. 

I note the London table of equivalents which you have worked out for February 12, 1873, 
and August 16, 1899. I have not verified it, for as | am aware that such a movement of prices has 
taken place I assume your calculations are accurate. By this you show that an ounce of gold 
would buy 11 bushels 36 pounds of wheat in 1873 and 25 bushels 30 pounds in 1899, also that 
an ounce of gold was equivalent to 45 rupees in 1873 and 67 rupees in 1899. From this you 
deduce that the American farmer would need to coin his ounce of gold into $31 in 1899 instead 
of $20.67, in order to maintain the same relative conditions which existed between him and the 
Indian farmer in 1873. This conclusion I cannot reach. To my judgment you err in comparing the 
rupee now with the rupee in 1873. The essential thing in money is value. It is for its value, for its 
purchasing power, that it is sought. But while you assume that each rupee has the same value 
now that it had in 1873, the fact is that $20.67 is as full an equivalent for 67 rupees now as it was 
for 45 rupees in 1873. 

The American farmer can take $20.67 into the market and buy what the Indian farmer 
sells for 67 rupees. 

Let us suppose that the value of the dollar had been falling with that of the rupee until an 
ounce of gold was equivalent as you would have it, to $31. In what respect would the farmer 
have been benefited? 

As the money became less valuable we may suppose, other conditions being the same, 
that all prices expressed in that currency would have been higher, and the price of everything he 
has been buying since 1873 would have been correspondingly higher. If all values were affected 
alike, as we will now assume for the sake of the argument, his hired help, all items of family 
expenditure, his implements, all improvements he might make on his farm, would have cost 
correspondingly more. If it were not so it would be because someone working for him had failed 
to receive his just share of a general advance. While it is true that an advance thus caused would 
be an uneven one, and that the farmer himself would fail to receive it with any certainty except 
upon exportable products, the argument for a depreciating currency is made stronger by the 
assumption that the advance is uniform. 

You have named but two classes of expenditures in which you claim a depreciated 
currency would serve the farmer better than a currency of gold value, viz: debts and taxes. It 
follows that on the part of his crop which goes for other disbursements there is no claim of loss 
by reason of the gold standard. Let us now consider his taxes. These are levied to meet the cost 
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of administering national, state, county, municipal and school district affairs. The bulk of the 
taxes are local, and with the farmer are mainly for county, township and school district 
expenditures. What reason is there for supposing that with all other expenditures higher the cost 
of maintaining those organizations and institutions would not have been higher? Do you 
calculate that the farmer might have had more for his wheat, cotton and wool, the mechanic more 
for his labor, and the landlord more for the use of his house and yet the school teacher have had 
no higher wages? Evidently this is an error. If the standard by which values have been 
established had been different, all expenditures for account of the public as well as for private 
account would have been different. 

There remains then to consider only how much, if anything, the American farmer would 
have saved upon his debts if the dollar had been keeping company with the rupee since 1873. In 
the first place there are practically no debts outstanding now which were made in or prior to the 
year 1873. It is unfair to represent debtors now as paying obligations contracted under the 
conditions of that time. The bulk of present indebtedness has been created in recent years. The 
indebtedness outstanding in 1873 may be assumed to have been chiefly paid before the rupee 
reached its present low value. 

A farmer’s debts stand for purchases he has made. If the dollar had been falling and all 
purchases since 1873 had been at a higher range of prices, it is evident that the farmer’s debts 
would have been correspondingly larger to make the same purchases. He would not only have 
had a greater sum in principal to re-pay, but a larger interest payment to keep up. Furthermore 
when the currency of a country is depreciating, as the rupee of India has been, and an apparent 
advantage is thereby given to the debtor, the creditor class is usually fully informed upon the 
situation. They do not go on loaning money at the same rates or in as large offerings as before. 
Some divert their money to other countries and others change the form of their investments. Not 
so much money is offered for loan and lenders become enough more exacting to protect 
themselves against the gain which you calculate borrowers would make of them. As the risk is 
always an unknown quantity it is often the case that so much capital is diverted as to enable the 
lenders remaining in the field to not only protect themselves but make a profit on the risk they 
have accepted. High interest rates always prevail where any uncertainty attaches to payment. The 
drop in the rate of interest on farm loans which has followed the gold standard victory of 1896 is 
one of the fruits of a stable standard of value. 

Finally, if the farmers of the United States had been selling their grain for depreciating 
silver dollars they would not have received the full measure of increase which the depreciation 
would have called for. The fluctuations which would have existed between the standard by 
which sales were made abroad and that by which payment was made at home would have made 
it necessary for the middlemen to have had the same kind of insurance which the lender is 
described as taking in the foregoing paragraph. The margin for the middleman both on exports 
and imports would have been greater with producers and consumers bearing the cost. 

But after considering these reasons for believing that the farmer of the United States 
would be in no better position, if 31 of our silver dollars were only equal to an ounce of gold, we 
have not yet reached the most serious and practical objection to your theories. If our mints had 
been constantly open to the free coining of silver, and our dollar had made the gradual descent in 
the course of twenty-five years that the rupee has made, we would be in a very different position 
from that into which we would be plunged by opening the mints now to the free coinage of 
silver. Under a gradual decline, business, although disturbed, is able in some measure, to adjust 
itself to the changing value. Prices and wages have time to follow, perhaps at no great distance. 
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Contracts have time to mature before ruinous changes become established. But to force a country 
with the vast business concerns of the United States to make, without time, the change that India 
has accomplished in twenty-five years would disjoint, disorganize, and paralyze its commercial 
and industrial system. 

You assume that the entire fall in wheat in London since 1873 has been caused by the 
decline in silver. In a previous letter I have pointed out that wheat had been considerably lower 
in London prior to 1873. According to the Corn Trade News, the average price in 1873 was 
$1.76, while in 1870 it was $1.40-3/4. The average from 1861 to 1870 was $1.63. Since 1873 the 
carrying capacity of ships has been greatly increased and it is possible to bring wheat from all 
parts of the globe in London at much less cost for freight than formerly. Railway carriage from 
the interior of India, Russia, Argentina and the United States to the seaboard has also been 
greatly cheapened. 

It is clear that this would affect the price of wheat somewhere, either in the primary 
markets or in London. If there had been a limit upon production the price would probably have 
advanced in the primary markets and the saving have accrued to the producer. But there were 
vast areas of new and cheap lands in those countries and immigrants rushed over the new 
railways to occupy them. They increased the output of wheat and the economic saving 
accomplished by cheaper transportation fell to the consumer in the competitive markets. Wheat 
has consequently fallen in London much more than in the countries where the exportable supply 
is produced. 

The records of the Chicago Board of Trade show that the average gold value of wheat on 
that market in 1873 was $1.02. For 1869, it was 83-5/8 and for 1870 83-3/8. The average gold 
value from 1861 to 1870 was 87 cents. The average for the two years 1897 and 1898 was 85-1/8 
from 1891 to July 1, 1899, it has been 75 cents. Meantime the self binder and other machines 
have greatly cheapened the cost of production. None of these considerations are made any 
account of by you, although they clearly are pertinent to the subject. 

In conclusion permit me to notice your regret that “our sympathies in this contention take 
so different a direction.” Our sympathies in so far as they influence us to action are directed by 
our understandings. I am at a loss to comprehend how one’s sympathies can lead one counter to 
what he considers the best interests of the party sympathized with. I do not think the money 
question is a contention between rival interests. I think that what is right is right for everybody, 
that there is harmony between the true interests of all useful classes of society. The rightful gains 
of each are not made at the expense of others but by service valuable to all. 


Respectfully yours, 
[Signature] Lyman J. Gage, 
Secretary. 


